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In the Matter of:

Local Exchange Carriers' Rates,
Terms, and Conditions for Expanded
Interconnection Through Virtual
Collocation for Special Access and
Switched Transport

Petition for Interim Waiver

)
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)
)
)
)

CCB/CPD No. 96-11
CC Docket No. 94-97
Phase I

Mel COMMENTS

I. Introduction

MCI Telecommunications Corporation ("MCI") , pursuant to the

Commission's Public Notice issued June 4, 1996, hereby files its comments in

response to the Petition for Interim Waiver of Prescription of Overhead Loadings

for Virtual Collocation Services, filed by Bell Atlantic Telephone Company ("Bell

Atlantic") on May 31,1996. 1 In the Phase I Report and Order, the Commission

required local exchange carriers ("LECs") to use overhead loadings for their

virtual collocation services that did not exceed the lowest overhead loadings that

1 Local Exchange Carriers Rates, Terms, and Conditions for Expanded
Interconnection Through Virtual Collocation for Special Access and Switched
Transport, CC Docket No. 94-97, Phase I, Petition for Interim Waiver ("Petition"),
filed May 31, 1996.



these LECs assigned to comparable DS1 and DS3 services.2 In its Petition, Bell

Atlantic seeks an interim waiver of the Commission's prescription of overhead

loadings for virtual collocation services pending Commission action on its

September 1995 Motion to Vacate Prescription.3

In its Petition, Bell Atlantic argues that it must depart from the

Commission-prescribed overhead loadings for virtual collocation services

because the "comparable" special access services and rates upon which the

overhead loadings were based have been revised. 4 Also, Bell Atlantic implies

that it cannot offer its collocation customers term payment plans, and thus, lower

rates, unless it is allowed to depart from the prescribed overhead loadings.5 Bell

Atlantic has offered no evidence to support its contentions. However, while MCI

believes that Bell Atlantic should be able to offer its collocation customers term

pricing plans utilizing existing prescribed overhead loadings, MCI sees no reason

why Bell Atlantic, or any other LEC, should be prevented from applying to virtual

collocation services overhead loadings less than those which were set by the

2 Local Exchange Carriers' Rates, Terms, and Conditions for Expanded
Interconnection through Virtual Collocation for Special and Switched Access, Report
and Order, 10 FCC Rcd 6375 (1995) ("Phase I Report and Order").

3 Local Exchange Carriers Rates, Terms, and Conditions for Expanded
Interconnection Through Virtual Collocation for Special Access and Switched
Transport, CC Docket No. 94-97, Phase I, Motion to Vacate Prescription ("Motion
to Vacate"), filed September 18, 1995.

4 Bell AtlantiC Petition at 2.

5 kl. at 2-3.
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Commission, as long as the LECs fully recover the cost of the service. Such a

limited departure would allow LECs to pass cost savings through to their

customers, would encourage competition in the interstate access

telecommunications markets, and would be fully consistent with Commission-

stated objectives.

II. Bell Atlantic's Petition Raises No New Issues and Offers No
Evidence To Support Its Assertions

The Petition for Interim Waiver filed by Bell Atlantic neither raises new

issues nor offers new evidence in a proceeding in which interested parties have

filed tens of thousands of pages on the record. As recently as one year ago,

after re-examining the definition of "comparable services," the Commission again

concluded that LEes are required to extend to interconnectors the same

treatment of overhead assignment that LECs give their most favored OS1 and

OS3 customers. 6 In that same order, the Commission also reaffirmed the

Common Carrier Bureau's ("Bureau's") finding that "discounted volume and term

OS1 and OS3 services should be included within the scope of comparable

services because they are the services with which interconnectors compete in

the interstate access service market."7

6 Phase I Report and Order, 10 FCC Rcd 6396-6400.

71Q.
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MCI and other parties filed oppositions to Bell Atlantic's Motion to Vacate

Prescription because Bell Atlantic failed to offer any evidence in its motion which

demonstrated that the overhead loadings of comparable services had changed

since the Commission issued its Phase I Report and Order.8 In the instant

petition, Bell Atlantic has similarly failed to offer any evidence to support its

contention that overhead loadings for comparable services have changed. MCI

therefore urges the Commission, once again, to dismiss Bell Atlantic's

unsupported assertion that overhead loadings applied to Bell Atlantic's

comparable services have changed.

As for whether LECs should be required to apply the lowest loading

assigned to the LECs' comparable DS1 and DS3 services as the basis for its

overhead adjustments, the Commission reaffirmed this standard in the Phase I

Report and Order. In that order, the Commission explained that this is the

correct standard "because the LEC service priced with the lowest overhead

loading is likely to be the service against which an interconnector's offerings

directly compete."g It also correctly concluded that the Commission must

balance LEC flexibility in assigning overheads with its goal of facilitating efficient

entry into interstate access service markets by efficient providers,10 and that

8~ MCI Opposition, filed September 28,1995.

9 Phase I Report and Order 10 FCC Rcd 6404.

10 tit

4



given the potential for LECs to engage in anticompetitive behavior by

assignment of overheads to expanded interconnection services, it is necessary

to restrict the ability of the LECs to assign overheads based on market

conditions. 11

Bell Atlantic has offered no compelling arguments, nor new evidence,

which would cause the Commission to change its virtual collocation overhead

loading standard. The logic that expanded interconnection services competes

with the LEC DS1 and DS3 services priced with the lowest overhead loadings,

continues to apply. Consequently, the Commission should not permit Bell

Atlantic, nor any other LEC required to offer virtual collocation services, to assign

overhead loadings to virtual collocation services which exceed the lowest

overhead loadings applied to comparable services.

III. The Commission Prescribed Maximum Overhead Loadings for
Virtual Collocation Services

In the expanded interconnection proceeding, the Commission granted

LECs limited pricing flexibility in areas in which interconnectors had operating

collocation arrangements. Once interconnectors acquired 100 cross-connects in

a given area, these LECs were then allowed to offer volume and term discounts

to their access customers. The Commission determined that "reasonable

volume and term discounts can be a useful and legitimate means of pricing ...

11 lsi.
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access services to recognize the efficiencies associated with larger volumes of

traffic and the certainty of longer term deals."12

The Commission recognized that, in certain situations, LECs should be

permitted to pass on savings to its customers because volume and term plans

lower the LECs' costs. If Bell Atlantic, or any other LEC, wants to offer its

collocation customers term plans, it can do so by utilizing the lowest overhead

factor which it applies to comparable DS1 and DS3 services. For example, if a

LEC presently offers a month-to-month DS1 cross-connect rate of $12 per

month, based on a cost of $10 and a prescribed overhead loading of 20 percent,

it could offer term pncing plans simply by adding the 20 percent overhead

loading to the lower costs associated with the term plan. In other words, if its

costs for a 3-year term plan and a 5-year term plan were $8 and $6 for a OS1

cross-connect, respectively, then the rates for these term commitments would be

$7.20 and $9.60, respectively. Contrary to Bell Atlantic's arguments, there is no

economic reason why it cannot offer volume and term discounts to collocation

services while applying the overhead levels currently prescribed by the

Commission.

However, since the intent of the Commission's prescribed overhead

loadings clearly was to prevent LECs from placing new entrants with which they

12 Expanded Interconnection with Local Telephone Company Facilities, CC
Docket No. 91-141, Report and Order and Notice of Proposed Rulemaking, 7 FCC
Rcd 7463 (1992).
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compete in a "price squeeze,"13 as long as LECs recover their costs there is no

reason why they should not be permitted to apply overhead loadings to virtual

collocation services that are less than those which were prescribed by the

Commission. In the Phase I Report and Order the Commission prescribed

"maximum permissible overhead loading levels for [the LECs]. ..based on the

lowest loadings assigned to these LECs' comparable services, "14 for those rate

elements with overhead loadings greater than those applied to comparable OS1

and OS3 services. 15 It would be fully consistent with both the intent of the

Commission and the wording of the Phase I Report and Order to permit LECs to

depart from the prescribed overhead loadings, as long as the new overhead

loadings were less than those presently prescribed by the Commission.

13 Phase I Report and Order 10 FCC Rcd 6403.

14 ki. at 6396-6400.

15 For virtual collocation rate elements with overhead loadings less than those
applied to comparable services, the Commission did not prescribe overhead
ceilings.
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IV. Conclusion

For the above reasons, MCI urges the Commission to reject Bell Atlantic's

request for interim waiver of the Commission-prescribed overhead loadings for

virtual collocation services, and to clarify that LECs are currently permitted to

assign overhead loadings to virtual collocation services less than those which

were prescribed, as long as the LEC fully recovers its costs.

Respectfully submitted,
MCI TELECOMMUNICATIONS CORPORATION

/t;
Don Sussman
Regulatory Analyst
1801 Pennsylvania Ave., NW
Washington, D.C. 20006
(202) 887-2779

June 18, 1996
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verify under penalty of perjury that the foregoing is true and correct. Executed
on June 18, 1996.

Don Sussman
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